This paper investigates the impact of fiscal and Monetary Policies on Unemployment Problem in Nigeria and covers the periods 1980 to 2013. To achieve this, fiscal policy was captured here by government expenditures and revenues respectively while monetary policy was proxied by broad Money Supply (M2), Interest and Exchange rates respectively. The methodology adopted was econometric analysis employing OLS techniques and unit roots of the series were examined using the Augmented Dickey-Fuller after which the co-integration tests was conducted using the Engle Granger approach. Error correction models were estimated to take care of the short run dynamics. It was found that while government expenditure had a positive relationship with unemployment problem in Nigeria, the result of government revenue was negative and insignificant on unemployment problem. For monetary policy, it was found that money supply and exchange rate had positive and significant impact while interest rate has only a positive relationship on unemployment problem in Nigeria. This meets the a priori expectation. The study also revealed that increases in interest and exchange rates escalate unemployment by increasing cost of production which discourages the private sector from employing large workforce. On the other hand, national productivity measured by real GDP had a negative and significant impact on unemployment rate in Nigeria. This paper recommends that for an effective combat to unemployment problem in Nigeria, there should be a systematic diversion of strategies, thus more emphasis should be laid on aggressively pursuing entrepreneurial development and increased productivity. Again government should aggressively focus on investment, employment generation and economic growth that has mechanism to trickle does to the masses.
Introduction
The economic thinking before 1930, generally referred to as the classical economics propounded that the economy will always be at full employment state without inflation. This is so because for them, the demand for labour will always equal the supply of labour at the prevailing money wage rate. For the classical economists, if for any reason, there was an in increase in labour supply the money wage will fall and more workers would be employed. Similarly, if there is a shortage of workers the money wage will rise thereby eliminating the shortage. However, with the great depression of the 1930s, this classical theory could not hold as there was wide spread unemployment.
Today, unemployment may be viewed as one of the most intractable problems facing Nigeria since 1960 and climaxing in these millennium years. It has become a cankerworm that is now eating deep into the fabric of the Nigerian economy. The existence of high unemployment in any economy is a source of concern to policy makers as well as the general citizenry. According to Layard, Nickell & Jackman (1994) unemployment generally reduces output and aggregate income. It increases inequality since the unemployed lose more than the employed. It erodes human capital and involves psychic costs. Though unemployment increases leisure, the pain of rejection largely offsets the value of this. Those who are unemployed sometimes feel as if the society does not need them.
According to Englama (2001) , the issue of persistent unemployment is now frightening in Nigeria considering the fact that it is widening poverty, misery, and social unrest, ethnic cum religious crisis, robbery, kidnappings, terrorism and other social vices. These have posed a great challenge to policy makers/planners, human resource experts and persons dealing with unemployment programmes, planning and implementations. In recognition of the crucial role of and the need for manpower development, the Federal Government of Nigeria appointed the Ashby commission in 1959 to look into Nigeria's needs in the field of post school certificate and higher education during the two decades . It is striking to note that the expiration of the planner's period covered by the report marked the beginning of mass unemployment in Nigeria.
Since the oil boom of the early 1970's the revenue base of Nigeria has depended largely on the oil sector which has provided more than 96 percent of total export earnings. The oil boom provided the opportunity for government to initiate gigantic expenditure programmes which reduced the rate of unemployment. Shortly after that, starting from mid-1981, the World oil market began to collapse and with it, a traumatic economic crisis emerged in Nigeria. The government then had to borrow both from internal and external sources which resulted into fiscal deficit. The fiscal deficit created economic instability with high inflation rate which reduced the gains previously made in reducing unemployment. In addition, inappropriate and ineffective policies of the past such as the Economic Stabilization (1982) and Economic Emergency (1985) measures aggravated the economic quagmire. In effect, these austerity measures dramatically reduced supply of new materials and spare parts to the import dependent industrial sector, resulting in extensive plant closure, substantial drop in capacity utilization and retrenchment of many workers (Anyanwu, Oyefusi , Oaikhenah, Dimowo, 1997).
In an effort to encourage employment generation using monetary policy, interest rates were liberalized (deregulated) and were also controlled on several occasions. The failure of these polices and the onward escalation of unemployment problem necessitated the government to introduced Structural Adjustment Programme (SAP) in July 1986 and also National Directorate of Employment which was mainly to encourage self-employment by granting loans to prospective individuals who want to be selfemployed. The government also introduces the 6-3-3-4 system of education to arrest the problem of unemployment in Nigeria. Despite the introduction of these novel programmes, unemployment problem has remained intractable probably due to increases in population and the Proliferation of Secondary and Tertiary education in Nigeria. This paper investigates the impact of fiscal and monetary policies on unemployment problem in Nigeria from 1980 to 2013, which is a period of thirty three years which gives enough degree of freedom for a reliable estimation result.
Aim of the paper
The paper aims to investigate the impact of fiscal and monetary policies on unemployment problem in Nigeria from 1980-2013.
Structure of the paper
The paper is organized as follows: Section 1 is the introduction, while section 2 is the research objectives. Section 3 is the structure of the paper, while in section 4, we review pertinent literatures. Section 5 discusses the research methodology and data sources, while Section 6 is the data analysis and discussion of results. Conclusion and recommendations are contained in section 7.
Literature review
Adeyemi (2000) undertakes an analysis of the impact of Development plans on employment generation and offers some policy lessons. He opines that all postindependence plans as always had employment generation as one of their cardinal objectives. In addition, efforts have always been made through the national Manpower Board to ensure that employment sensitive manpower programmes are addressed. A number of key manpower development institutions were established between 1971 and 1986 to address some areas of manpower lapses. The challenge is that their programmes should be upgraded to meet the managerial and skill requirements to cope with challenges of globalizing world and it attendant competitive pursues. He concluded by arguing that these organization can play significant role to enhance knowledge utilization in the economy. Damachi (2001) in his study of past policy measures for solving unemployment problems in Nigeria suggests that there is a strong need for institutional collaboration and improved coordination of policy measures for dealing with unemployment. He stated that while there are some discernable lapses, the overall policy direction for employment appears to be adequate. According to him, what is required is the political will to pursue the policy measures backed by adequate steps to make the polices work as well as transparency in programme implementation. Okekukola (2006) in his study recommends that given the level of unemployment in Nigeria, the development of entrepreneurial skills and initiatives should be of paramount important especially in the higher education sector. This will facilitate employability of graduates who will increasingly be called upon to be not only job seekers, but above all to become job creators. He opined that emphasis should be placed on facilitating the acquisition of skills, competencies and ability which are required by employees of labour. He concluded that government has a pivotal role to play in an effort at finding real and lasting solution to this malaise. Kahn (1993) offers some explanation for the high rate of unemployment in the United States of America (USA). Technological advancement is one explanation. The computers, which were introduced into the production process, were effectively utilized to their full capacity by 1990. The complete absorption of computer technology into the factories may have resulted in a drastic cut in labour force. Again, the global recession has contributed somewhat to the unemployment rate now ravaging the US economy. The recession showed the economies of US trading partners and consequently reduced demand for its experts. Yesufu (1984) in his study argues that higher labour productivity can reduce unemployment. This can be explained by the marginal productivity principle which says that employers will hire more labour up to the point where the value of marginal product of labour equals marginal labour cost (Okojie, 1995). Thus, an increase in marginal productivity labour indicates that employment of labour would have to increase in compliance with the marginal productivity principle. However, Diacharbe (1991) hold a contrary view which says higher productivity of labour may increase unemployment. This is because fewer workers can be used to achieve a given level of output, while the redundant workers may be laid off. According to Prokopenko (1992) a decline in the productivity of labour would always lead to economic deterioration and a consequent rise in unemployment rate. Sanusi (1997) in his study titled stimulating investment through interest rate management reported that interest rate has positive relationship with unemployment that is, a lower interest rate encourages private investment spending which will increase the demand for labour and reduce unemployment. According to him, high interest rate (Prime Lending Rate) has characterized the Nigerian economy over the years and this has adversely affected the manufacturing sector which ought to significantly reduce unemployment. He concluded by urging the authorities to reduce the prime lending rate as this could reduce unemployment problem in the economy.
Adebusuyi (1997) studied the performance evaluation of small and medium enterprises in Nigeria. He recommends that SMEs will provide an engine for growth and prosperity and thereby create job opportunities. He cited example of Mauritius where the potential of SMEs for job creation was well demonstrated in the early 1980s, when economic recession led to high unemployment, however, SMEs reduced unemployment from 21.0 percent in 1983 to 1.6 percent in 1996.
Also in Thailand, SMEs constitute more than 90 percent of the total number of establishments in the manufacturing sector. They employ about 65 percent of the industrial workers and constitute about 47 percent of the total manufacturing value added. The Thai government uses SMEs as instrument to create employment, to harness and effectively use given natural resources and to narrow income gap. SMEs played critical role in Malaysia's industrialization programme through the strengthening of both forward and backward industrial linkages. It is the same story in Pakistan where SMEs constitute 90 percent of business and accounts for 80 percent of total employment and 30 percent of Gross Domestic Product (GDP). Borishade (2001) in his study of restructuring the educational system as a long term solution to the unemployment problem in Nigeria concluded that education is the key with which to unlock the economic potential of the people as it empowers the individual to improve himself as well as equip him to participate in, contribute to, and drive benefits from the national economy. To him, the reinvigoration of the technical and vocational education is a worthy step in this direction. He however, concluded that the pluralistic nature of Nigerian society makes it imperative that all sectors of the country have to be carried along in the developmental process.
Methodology and data sources

Theoretical framework
From the reviewed literature, we illustrated that unemployment problem depends on a variety of factors. This study anchors on five identified factors to explain the unemployment problems in Nigeria. These factors include:
a. Government revenue, b. Government expenditure, c. Interest rate, d. Money supply M 2, and e. Exchange rate Changes in government revenue and government expenditure are indicators of fiscal policy, while the monetary policy is proxied by changes in interest rate, money supply and exchange rate. An increase in government expenditure, all things being equal, leads to expansion in the production and workforce (Kahn, 1993 , Keynes 1936 . For studies that involve measurement of variables such as in this study, analytical method is the most appropriate method to be used. Hence this study is analytical in nature and econometric analysis was used employing OLS technique.
Secondary data that captures unemployment, fiscal and monetary policy variables in Nigeria for the period 1980-2013 were also used in the study and were extracted from a secondary source (Central Bank of Nigeria Statistic Bulletin). The scope was limited to 2013 because it is the most recent annual data available based on the variables used in the analysis for the time of the research.
Model specification
The model adopted for the paper assumes an underlying relationship between unemployment, fiscal and monetary policies. The belief was informed by the Keynesian proposition that unemployment can be controlled and combated by the use of fiscal and monetary policy tools.
The model is specified implicitly below:
The econometric form of equation (1) above is specified thus:
Unit root test
The estimation of variable-series that are nonstationary will thus lead to estimates that are spurious and thus render the coefficients unreliable for policy prescription and usage. This entails that the investigation will thus carry out the conventional unitroot tests on each of the variables to be used in this analysis. The stationarity test will be carried out with the application of Augmented-Dickey Fuller Statistic.
The following three models represent pure random walk, random walk with drift and random walk with drift and trend used in Augmented Dickey Fuller tests: If ADF test statistic (t-statistic of lagged dependent variable) is less than the critical value, we reject the null hypothesis and conclude that the series is stationary (there is no unit root).
Co-integration test
The co-integration test will be carried out which allows for the estimation of a long-run equilibrium relationship. Simply put, one can argue that various non-stationarity time series are co-integrated when their linear combination are stationary. Stationary derivations from the long run are allowed in the short run. Economically speaking two variables can only be co-integrated if they have long-term or equilibrium relationship between them.
Error correlation mechanism (ECM)
The error correlation mechanism is employed to tie the short-run dynamic behaviours of a variable to its long-run value. The error correlation mechanism (ECM), which was first used by Sargan and later popularized by Engle and Granger (1987) correct for disequilibrium. Given these dynamics, Engle and Granger suggested that adjustment should be involved through the (iterative) process to obtain a more parsimonious model. The ECM is stated as:
Where ∆ denotes the first order time difference (i.e ∆y, = y t -y t-1 ) and where ε t is a sequence of independent and identically distributed random variables with mean Zero and variance. Furthermore, they prove the converse result that an ECM generates cointegrated series.
Discussion of results
Unit root result
For a guide to an appropriate specification of the regression equation, the characteristics of the time series data used for estimation of the model were examined to avoid spurious regression. We begin by determining the under lying properties of the process that generate our time series variables, that is whether the variables in our model were stationary or nonstationary.
Macroeconomic data often possess stochastic trends that can be removed by differencing the variables. We therefore employ the Augmented Dickey Fuller (ADF) to test the order of integration of the variables.
The ADF results are displayed on the The regression result above shows that both the fiscal and monetary policy variables have no significant impact on unemployment problem in Nigeria. As clearly shown, their corresponding tstatistics yielded values absolutely less than 2 and with probability values exceeding 0.05 (5%). However the productivity variable which is measured with GDP is found to be statistically significant yielding a t-statistics of -2.713402 and a coefficient value of -9.032251. The negative coefficient however shows an inverse relationship that exists between national productivity and unemployment. This clearly conforms to economic growth a priori expectation because an increase in national productivity is expected to reduce the level of unemployment in the economy and vice-versa. The R-Squared Statistic which yielded 0.455916 entails that the explanatory power of the independent variables [Fiscal and Monetary Policy variables] is below average and hence not considered high and significant. The Fstatistic which yielded 2.992678 and is seen to be less than absolute 3 entails that the test is statistically insignificant at the entire regression plane.
Cointegration test result/ECM
The Engle-Granger cointegration test results confirm the existence of long-run relationship among the variables by the stationarity of the residuals at level form, a seen in the appendix.
The results of the ECM shows that the short-run dynamics restores back to long-run equilibrium at 45.5%. This shows that the speed of the adjustment to long-run equilibrium is not fast but slightly below average.
Conclusion
The paper investigated the impact of fiscal and monetary policies on unemployment problem in Nigeria ranging from 1980-2013. To achieve this, we captured Fiscal Policy with Government Expenditures and Government Revenue, and the monetary policy was proxied with Money Supply (M 2 ), Interest Rate and exchange rate. The estimation of the model was estimated with the application of linear regression. It was found that while government expenditure had a positive relationship with unemployment problem in Nigeria, the result of government revenue was negative and insignificant on unemployment problem. For monetary policy, it was found that money supply and exchange rate had positive and significant impact while interest rate has only a positive relationship on unemployment problem in Nigeria. On the other hand, national productivity measured by real GDP had a negative and significant impact on unemployment rate in Nigeria.
In conclusion, fiscal and monetary policies have been more effective in general economic growth as evidenced in steady growth of the GDP. This is however ineffective in some other areas like unemployment generation, exchange rate etc. This paper therefore recommends that for an effective combat of unemployment problem in Nigeria, there should be a systematic diversion of strategies, thus more emphasis should be laid on aggressively pursuing entrepreneurial development and increased productivity. Again government should aggressively focus on investment, employment generation and economic growth that has mechanism to trickle down to the masses. More than that, foreign and domestic investors should be encouraged to invest in the key sectors like Agriculture and Manufacturing to help in diversifying the economy and hence increase the employment generation. 
